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KENJI MESAKI 


The study of business administration is usually pursued independ- 
ently of economics. First of all, the research points of view in these 
sciences-are often different. Secondly, the subject and method which each 
of these sciences respectively adopts for its analysis are different. Con- 
cerning the first point: take for example the purely theoretical aspect of 
their investigations relating to the role of enterprise. In studying the 
characteristics of enterprise, both of these sciences generally construct 
their theories on the basic assumption that the entrepreneur simply acts 
for the purpose of realizing his profit. However, economics examines 
entrepreneurial behavior purely as a factual phenomenon for its own 
researches, while the science of business administration views business 
problems from the standpoint of investigating how to realize this 
profit, although this view is implicitly expressed. Concerning the second 
major point: the science of business administration treats economic units 
individually, either enterprise or household; whereas economics studies 
the interlocking of these units, whether from the microeconomic or from 
the macroeconomic point of view. However, some of the subjects which 
the science of business administration treats, for example, the selling 
of commodities and industrial combinations, can best be analysed by 
considering the relations of unit-interlocking. On the other hand, when 
the economists approach some subjects microeconomically, it sometimes 
might be advantageous to investigate economic units individually, that 
is to say, methodically taking no account of any other interlocked unit, 


or assuming this unit’s action as invariable. Thus the method of analysis 
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adopted by the study of business administration and by economics can 
be said to approach each other. For instance we very often find in the 
analysis of cost that the same or similar approaches are utilized in the 
study of business administration and in economics. 

In the following sections we would like to review and compare the 
cost-analyses by Keynes and Marshall and the explanation of cost by 
Prof. E. Schmalenbach. Much can be learned in contrasting the concepts 
of cost by Keynes and Marshall with that of Prof. Schmalenbach. Some 
fundamental characteristics of cost can be made clear, especially in the 
light of neutral cost (neutraler Aufwand), a concept which was introduced 


by German professor, Schmalenbach. 
I. THE COST OF PRODUCTION : KEYNES AND MARSHALL 


In dealing with the cost of. production, and in particular in its 
relation to the calculating of income, Keynes distinguishes two kinds 
of expenses: the factor cost and the user cost of the employment or 
output. The sum of the factor cost and the user cost is called the 
prime cost. The prime cost is caused by the current decisions of the 
entrepreneur in seeking to maximise his profit. In addition Keynes 
indicated that other loss in the value of capital equipment has to be 
included in the cost of production. This loss is supplementary, cost. 
Then there may remain other losses to be charged to the capital account. 
These also are due to the fall in the value of equipment, and Keynes 


calls them windfall losses. 


Both the supplementary cost and the windfall loss are involuntary 
losses or depreciations in the value of capital equipment, “occurring for 
reasons beyond the entrepreneur’s control and irrespective of his current 
decisions, on account of (é.g.) a change in market values, wastage by 
obsolescence or the mere passage of time, or destruction by catastrophe 
such as war or earthquake.”’ However the supplementary cost is a loss 
which is, broadly speaking, not unexpected and of normal presentation, 
while the windfall loss is unforeseen. Keynes points out that the supple: 


mentary cost is an excess of the expected depreciation of the equipment 


1 Keynes, J. M. The General Theory of Employment, Interest and Money, p. 56. 
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over the user cost. Also, he believes that the line between the 
supplementary cost and the windfall loss is “ partly a conventional or 
psychological one, depending on what are the commonly accepted criteria 
for estimating the former.”? We must remark that the characteristics 
of both these losses have to be borne in mind, when, later in this paper, 
Keynes’ cost concept is contrasted with that of Prof. Schmalenbach. 

In his work Marshall divides the cost of production into two elements: 
the prime cost and the supplementary cost. The prime cost, or special 
cost, is the sum of the cost of the raw material, wages of labour and 
normal wear and tear of plants. The supplementary cost is the general 
expenses of the business, including standing charges: on account of the 
durable plant and also the salaries of the upper employees. Furthermore 
supplementary costs are of many different kinds and some of them differ 
only in degree from prime costs. Consequently the line between prime 
and supplementary costs varies with the duration of the undertaking 
and is often blurred over.’ 

So far we do not find the prime cost of Marshall much different 
from that of Keynes. On the other hand, Marshall’s supplementary cost 
involves more elements than Keynes’. While the latter is related simply 


to the depreciation in the value of capital equipment, the former, in 


. 


2 Keynes, ibid. p. 58 

The windfaii loss in Keynes’ General Theory seems to be somewhat different from 
that in his Treatise on Money. According to the Treatise on Money, windfalls—profits or 
losses—are the difference between the actual and nomal remunerations of the entrepreneurs. 
Their actual remuneration is arrived at by deducting from the sale proceeds salaries and 
wages, interest on capital, regular monopoly gains, rents and the like. Therefore the 
concept of windfall loss in the General Theory, the involuntary and unforeseen loss in the 
value of the equipment, is, at least prima facie, not expressed in the Treatise on Money. 
The windfall loss here appears simply to denote a loss on the capital account, and very 
narrow as it may be, this same loss in the General Theory suggests some similarity to the 
idea of neutral expense. On the other hand, there may be a special case in which the 
windfall loss of the Treatise on Money can be looked upon as being coincident with that of 
the General Theory. We can assume that the entrepreneur operates business expecting a 
normal profit, and the nomal profit is realized in an equilibrium situation when he gets 
the ‘‘normal remuneration’”’ of the entrepreneurs. If this equilibrium is not attained, 
positive or negative profit will result. In this case, negative profit or loss perhaps conforms 
to the windfall loss in the General Theory. The different concepts with regard to windfalls 
appear to be an outcome of the fact that in the Tveatise on Money Keynes defined income 
in a special sense...... cf. General Theory, pp. 60, 61. 

3 Marshall, A., Principles of Economics, 5th Edition, pp. 359, 367. 
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addition to this, includes the salaries of upper employees. In other 
words, according to Keynes, they are similar so far as both of them deal 
with that part of the expected depreciation which does not enter into 
prime cost. However, how Marshall conceives the windfall loss or 
similar loss is not clear. 

Before leaving this section we should note the relation between the 
cost of production and the supply price of products as explained by these 
two economists. For, we shall compare this supply price later on to the 
price calculation of Prof. Schmalenbach, which is based upon his 
particular costs—Kosten. 

According to Keynes, the short-period supply price is equal to the 
marginal prime cost, while the long-period supply price is the sum of 
the prime cost plus the supplementary cost, the risk cost and the imterest 
cost. (The risk cost is reckoned to cover the unknown possibilities of 
the actual yield differing from the expected. The interest cost is 
provided for the interest on the equipment expenditure.) In the case 
of Marshall, the prime cost and the supplementary cost to some consider- 
able extent are included in the selling price of the short run, while 
in the long run the supplementary cost has to be covered completely. 
Thus Marshall’s supply price in the long period depends upon the cost 
of production which includes the prime cost as well as the supplementary 
cost in making the commodity. 


II. PROF. SCHMALENBACH’S COST AND NEUTRAL EXPENSE 


Prof. Schmalenbach says, “The consumption of goods, which is 
reckoned in the profit and loss accounting, is called ‘expense’, ‘ Aufwand . 
The consumption of goods, which is to be counterposited in the cost cal- 
culation to economic yield attained by it, is called ‘costs’, ‘Kosten’.’”> Thus 
he classifies the consumption of goods into two kinds, Aufwand and Kosten, 
depending on different points of views, that is, profit and loss accounting 
and cost calculation. For example, when an entrepreneur has made a 


contribution to a royal family to become an economic adviser to it, the 


4 Keynes, ibid., p. 56. 
5 Schmalenbach, E., Grundlagen der Selbstkostenrechnung und Preispolitik, 5, neubear- 
beitete Auflage, S. 9. 


AN UNDERSTANDING OF NEUTRAL EXPENSE (Neutraler Aufwand) 5 


amount of this contribution is a Aufwand, but not any Kosten. On 
the contrary, the interest on the capital which the entrepreneur invests 
in his business and the risk premium provided for the possibilities of 
unknown losing in his enterprise are not an Aufwand, but are included 
in the Kosten. Besides, this inequality between the Aufwand and the 
Kosten occures not only with regard to the items of expenditure, 
spending or loss, but also with respect to the value of the same item. 
Suppose, for instance, a circumstance when a firm has borrowed a certain 
amount of money at the rate of interest, say 10%, then before it pays 
back that former loan, borrows again at 7% owing to the fall of the 
market rate of interest. In this case we reckon in the profit and loss 
statement the total interest which the firm has actually paid, that is, 
the amount of 10% interest for the former loan and that of 7% for the 
latter respectively. On the other hand we reckon in the cost calculation 
only 7% interest for both loans. Here the same item of the expenditure, 
the interest, is dealt with in the two statements, but the value stated 
in the profit and loss accounting is different from that in the cost 
calculation. 

Similar difference appears, among many others, in his treatment of 
the depreciation, as we shall see later on. Thus, according to Prof. 
Schmalenbach, the Kosten and the Aufwand coincide with each other 
in most cases, however they do not under some circumstances, and 
therefore he clarifies this difference by giving particular names respec- 
tively for the part of the spending or loss which is the Aufwand, but 
not Kosten, and for that when the opposite is the case. The former is 
called “neutral expense” or “neutraler Aufwand,” and the latter is 
‘“extra-costs” or “ Zusatzkosten.”® According to this terminology, the 
contribution to the royal family and the amount of 3% interest, the 
difference between 10% and 7% in the examples mentioned above, 
belong to the neutraler Aufwand, while the risk premium provided 
for the possibilities for unknown failure of the yielding is involved 


in the Zusatzkosten. 


6 Schmalenbach, ibid. S. 12. Prof. Schmalenbach indicates by a similar explanation 
“ neutral revenue’”’ or “‘ neutraler Ertrag’’ in contrast to ‘‘ neutraler Aufwand”’. 
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The distinction between the Aufwand and the Kosten is a feature 
incidental to the diversity of the calculative nature between the profit 
and loss ‘accounting and the cost calculation. So it is with the neutraler 
Aufwand, which is nothing but the difference between both expenditures. 
The profit and loss accounting depends upon the principle of continuity 
of calculating periods and gives a longitudinal picture of all the gains 
and losses, stating their value either in the account of expenditure or 
in that of revenue respectively. Consequently it presents at once the 
balance of expenditure and revenue as profit positive or negative 
in an easily measurable way. On the other hand, the cost calculation 
aims to know what goods and how much of their value are spent or 
lost to attain a certain economic yield. Therefore it serves to promote 
the efficiency of business or to give a basis for the price calculation of 
the commodity. A more important feature in the concept of Aufwand 
and Kosten consists in the objects to which each of them is related 
respectively, that is, the Aufwand to the proceeds or Ertrag and the 
Kosten to the work done or Leistung. In the next section we will 


comment on these. characteristics in detail. 


III. COST AND YIELD 


The entrepreneur aims at the maximizing of profit, and because the 
profit consists mainly in the difference between the yield (proceeds or 
products in monetary terms) and the cost, yield and cost constitute the 
most essential subjects dealt with in the study of business administration. 
These concepts are so clear among economists, as well as among business 
men, that it may be hardly necessary to treat them here. However, we 
would like to define them from a particular point of view because it 
will be of some assistance in understanding the essential nature of the 
neutral expense. 

This concept ought to be treated relatively. We mean by this that 
it must not be defined considering either cost or yield independently, 
but must be based on the interrelative position which they hold to each 
other. The entrepreneur puts in a certain amount of the cost for the 
sake of realizing a yield, and therefore the cost exists for the yield, 


and also the yield depends on the cost. Thus the interrelation of the 
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cost and the yield consists of a sequential relation of cause and effect 
and of a relation of correspondence. The cost is the cause of the yield, 
and the yield is the effect of the cost. Besides this, the cost. corresponds 
to the yield. Moreover, this correspondence exists not only between 
the cost and the yield, each as a whole, but also with respect to any 
part of them. Suppose one thousand tons of iron are produced for a 
month in a certain plant at a cost of 100,000 dollars and are sold for 
110,000 dollars.. In that case the 100,000 dollars corresponds to the 
proceeds of iron, 7.€. 110,000 dollars, while at the same time the cost of 
one ton, 100 dollars, corresponds to the yield of 110 dollars. 

As mentioned above, the essential nature of an enterprise consists 
in the fact that the entrepreneurs put in the cost in order to get a yield. 
On the other hand, they might even spend some money or bear some 
involuntary loss, owing to natural or social conditions. Furthermore 
they will sometimes charge some expense to their firms for the sake 
of their'personal satisfaction. These expenses or losses are not related 
in any sense to the purpose of the enterprise for realizing its yield, 
and therefore they do not belong to the costs defined .above. Never- 
theless, the firms have to reckon these expenses in their profit and loss 
accounting. Besides this some firms, particularly big corporations, bear 
a certain sum of charge for a period as preparation for their future 
development, even though they do not expect any yield definitely 
brought about by this charge. This expense can not be reckoned in 
the cost mentioned above, so far as the period of its charging is 
concerned, and according to Prof. Schmalenbach it is not to be considered 
Kosten. 

In short the enterpise has to, and indeed mostly does, pay money 
or sustain loss for the benefit of realizing its yield, but it bears at the 
same time various spendings or losses which do not contribute to 
producing any yields. In Prof. Schmalenbach’s definitions the former 
is true and pure cost, while the latter is ‘“not-cost”, “ Nicht-Kosten ” 
or “ Neutraler Aufwand.” 

Our explication of the relation which exists between the cost and 
the yield is not fundamentally different from the Kosten and the Leistung 
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concept. Furthermore, upon the basis of this relation a concept of 
neutral expense can be formulated, since neutral expense is nothing but 
the difference between the cost (by the above definition) and the 
expense (in the sense of any and every spending or loss). We have stated 
the concepts of cost and neutral expense in dealing with them as an 
economic fact which is brought forth by the profit-seeking efforts of. 
the entrepreneurs. Prof. Schmalenbach, on the other hand, seems to 
develop the concept for the purpose of serving the efficiency of business 
or for the calculation of price. Now the cost—yield correspondence as 
mentioned above is an important keypoint in our explanation, and there- 
fore we will further describe this feature by means of mathematical 
analysis. However we should like first to add a few words about the 
characteristics of neutral expense. 

Neutral expense appears prima facie to be simply a concept that 
is formed because of the technological difference of accounting methods, 
cost calculation and profit and loss accounting. On the contrary, it truly 
originates in the essential features of these two methods of accounting, 
in particular relating to the true cost and the expense in usual sense, 
as stated above. This feature constitutes one of the reasons why we 
have treated Keynes’ and Marshall’s supplementary costs and Keynes’ 
windfall loss. | 

Mathematical analysis is as follows: 

the amount of factors of production: %,, %, +*+++ , Xp, 
the amount of products: Diy Voy 89998 Ving 
the cost of the enterprise : 

E=f, (CK) the(%a) + oes 二 f 
the yield of the enterprise: 


7 カ = ACN) +92( 92) + Tay es ti sal Maa) 


In this case we assume that » is brought forth by putting-in &€, and 
€ is expended for the purpose of attaining peasy, 


En or n= (é). 
However we assume that the functional relation in F is different 


according to the domain of variability of &. 
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For example, 


oF 
) if OE y=at, Gla, 


a 
ay See ae 
) 1 > etal 7 CE dé ’ 


where a>0, and &, is a definite value of &. 
In the above case the yield increases in 
accordance with the increase of the cost 


within &, but not beyond &. Therefore we 


can consider that in (a) the cost corresponds 
g. & #0 the Yield! while CH) WE Mot oT HS 
means that the expense beyond & is not, strictly speaking, true cost, 


but rather it is neutral expense. 


IV. SUPPLEMENTARY COST, WINDFALL LOSS AND NEUTRAL EXPENSE 


Now let us view the supplementary cost and the windfall loss in 
contrast to the neutral expense. Keynes’ supplementary cost and windfall 
loss together represent such depreciation in the value of the capital 
equipment as is not due to the current decisions of the entrepreneur. 
The supplementary cost defined by Marshall includes standing charges 
on account of the plant and also the salaries of the upper employees. 
Therefore, we ought first to deal with the depreciation of the plant and 
similar equipment’. Now in regard to the depreciation of the equipment, 
a part of this depreciation is affected by the use of the equipment, _ 
therefore it is a cost due to the current decisions of the entrepreneur 
and ‘is included in the prime cost by both Keynes and Marshall. 

Prof. Schmalenbach treats the depreciation of the fixed asset from 
the viewpoints of profit and loss accounting as well as of cost calculation. 
The loss of value caused by the use of the fixed asset is the Kosten. 


7 The capital equipment in the General Theory includes the stocks of unfinished goods 
or working capital and also the stocks of finished goods. Therefore, the extent of equip- 
ment or goods which this term involves is much larger than the plant. However, it is not 
unreasonable to deal with the capital equipment and the plant as one, so far as the 
essential feature of the depreciation is concerned. With respect to the exact meaning of 
the capital equipment, cf. Keynes, General Theory, p. 52 and Treatise on Money, i. pp. 
128-130, ii, p. 116. 
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We need make no further comment on it, as far as a reasonable amount 
of the depreciation is written off. But he contends that an over- 
depreciation of the fixed asset belongs to the neutral expense. There 
js also an instance of the reckoning of depreciation as a neutral expense. 
He says that when the firm has to differentiate the depreciation on its 
financial statement from that in the cost calculation, the former is the 
neutral expense, while the latter belongs to the extra-cost, “Zusatzkosten.” 
But these explanations relate only to those special circumstances where, 
for the benefit of his profit and loss statement, the entrepreneur desires 
to write off a particular amount of depreciated value, whether this 
value is bigger or smaller than the actual depreciation. Therefore these 
explanations do not deal with the characteristic of actual depreciation, 
itself, relating to the cost in a strict sense. At any rate, such a 
depreciation has no reference to the depreciation which is involved in 
the supplementary cost.. The main point with which we are concerned 
here is the involuntary loss, itself, of the equipment. 

Relating to the accidental loss of the firm, Prof. Schmalenbach 
makes a distinction between the profit and loss accounting and the cost 
calculation. He says that although both the profit and loss accounting 
and the cost calculation reckon a part of the accidental loss as averaged 
according to the periods concerned and as far as possible. However, there 
is a limit, he thinks, to this possibility in profit and loss accounting, 
because of its particular characteristics of continuity and publicity, while 
there is no such limit in the cost calculation. Thus a distinction of the Auf- 
wand and the Kosten arises with regard to the reckoning of the accidental 
loss. However, here again the treatment does not seem to be concerned 
directly with the essential nature of the actual loss or depreciation itself. 

The main aspect of the accidental loss mentioned by Prof. Schmalen- 
bach is reflected in his idea of the special writing-off of the depreciation 
‘in the value of a fixed asset. Let us now contrast this aspect to that 
loss involved in the supplementary cost. He admits to a loss in the 
equipment-value owing to causes other than use and natural wastage, 
and he calls the writing-off this loss “ Extra Writing-Off of the Deprecia- 
tion.” He divides this loss into two types—“ Outside Value Writing-Off 
of the Depreciation,” and the writing-off of extraordinary accidental 
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depreciation’. The former concerns the loss of value in the equipment 
which very often occurs and is due to the fall in its market price, and 
the latter deals with the losses brought about by big fires, war, the 
extraordinary rise of interest in the world capital market and the like. 
Thus, if to the extra depreciation mentioned above the loss due to the 
natural wastage of the equipment be added, then this depreciation seems 
to be nearly identical with the involuntary loss in the General Theory. 

Prof. Schmalenbach counts this extraordinary accidental depreciation 
in his profit and loss accounting. However, he seems generally not to 
agree as to the charging of the outside value depreciation to the profit 
and loss accounting, although he admits to it in some particular cases. 
Moreover it is hard to understand his dealing with the extra depreciation 
as a whole in the light of the cost calculation. In this respect he seems 
not to have investigated the essential character of extra depreciation as 
clearly as the other kinds of spending or loss. In particular the notion 
of the interrelation of the Kosten and the Leistung has not been applied 
enough to his treatment of the extra depreciation. On the contrary, he 
states that the writing-off of the depreciation as a whole is a method 
of the profit and loss accounting. He asserts also that the writing-off of. 
the depreciation in the cost calculation plays a smaller role than that in 
the profit and loss accounting. In short, granted that Professor Schma- 
lenbach does not recognize as the Kosten some depreciation due to factors 
other than the use of the equipment, it is difficult to understand for what 
reason and to what extent this depreciation is not included in the 
Kosten. Therefore, we shall attempt to approach the feature of extra 
depreciation, assuming Prof. Schmalenbach’s view of the interrelation of 
the Kosten and the Leistung. 

Any loss in the value of the equipment which is not due to its 


use occurs irrespectively of the current decisions of the entrepreneur 


8 Schmalenbach, Dynamische Bilanz, Siebente Auflage, S. 180, 181. 

Note: The depreciation of equipment is usually charged to some accounts therefore 
generally written off. For this reason we have used the words “depreciation ”’ 
and ‘‘ writing-off of depreciation’’ in the same meaning, except in those when it 
is necessary to distinguish them. Prof. Schmalenbach does not positively admit 
to the writing-off of depreciation which is due to the fall of the market price of 
equipment. This is one reason why in this paragraph we have used the expression, 
“‘writing-off of the depreciation.” 
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and has no corresponding relation to the Leistung. More strictly 
speaking, this loss does not bring forth any yield and therefore it is not 
the Kosten. It should be remembered; however, that some of the 
accidental loss can be foreseen and occurs normally in the course of 
business operation. Therefore the entrepreneur takes account of this 
sort of loss generally as a premium of his cost. It even may be 
convenient for him to deal with it equally as with other ordinary cost, 
viz. as a true cost®. Then there remains the accidental loss which he 
can not anticipate as to time and to extent, though whether an incident 
can be foreseen depends partly on the technology of observation. 
Moreover, the distinction of foreseen or not-foreseen in relation to the 
accidental loss will become less as the science of observation develops. 
We must recognize, nevertheless, the existence of this distinction at 
least so far as. the present state of the technology of observation is 
concerned. 

In addition it should be noted that whether accidental loss is foreseen 
or not has nothing to do with the intrinsic nature of it, in the sense 
that neither foreseen nor unforeseen loss corresponds to any yield of 
business operation. Therefore, neither of these sorts of accidental loss 
can be included in the true cost or the Kosten. The practice of including 
the foreseen accidental loss in the cost of production as if it were a 
true cost is a mere convenience for the sake of accounting. 

So far we have commented upon Prof. Schmalenbach’s «accidental 
loss, utilizing his notion regarding the relation between the Kosten 
and the Leistung. The distinction, as mentioned above, will remind 
the reader of Keynes’ definition of the supplementary cost and the 
windfall loss. Both of these two sorts of involuntary loss in the value 
of the equipment are not true cost, but simple expense. Therefore they 
logically belong to neutral expense, irrespective of Keynes’ practice of 
attributing the expected one to the income account and of charging the 
unexpected on the capital account. The same logic holds for that part 
of the supplementary cost which Marshall treats as a standing charge on 
the account of durable plant. 


Keynes makes a distinction between the supplemenary cost and wind- 


9 Some German economists include this sort of accidental loss in the cost calculation. 
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fall loss in the scale of the entrepreneur’s decisions as to his consump- 
tion. In this respect, “although the windfall loss enters into his decisions, 
it does not enter into them on the same scale—a given windfall loss 
does not have the same effect as an equal supplementary cost.” This 
distinction too fails to touch the essential nature of involuntary loss. 
The basic reason why one is charged to the income account and the 
other to the capital account does not seem to be clear, at least so far as 
the intrinsic feature of the involuntary loss is concerned. Here we 
can likely understand what he means by saying, that the line between 
the supplementary cost and the windfall loss is partly conventional. 

Next we ought to touch upon the salaries of upper employees which 
Marshall includes in the supplementary cost. Generally speaking, these 
salaries must be devided into two types. One type is related to yield, 
for it is paid for services contributing to the firm’s production. The 
other type is not immediately related to yield and may not be related 
even in the future. Therefore the former is a true cost and the latter 
a neutral expense. 

A comment is also in order concerning the supply price in Keynes’ 
General Theory and Marshall’s Principles of Economics, and concerning 
the price calculation in Prof. Schmalenbach’s Selbstkostenrechnung. 
Here we will deal with only the long-period supply price. This supply 
price both in Keynes and Marshall is of static equilibrium. Prof. 
Schmalenbach contends, among other things, that in the price calculation 
the Kosten plus a certain amount of profit should be included. Here 
the professor’s concept of profit is not clear. According to him the 
entrepreneur calculates his expected price taking account of the demand 
price and also the supply price of his competitor. Comparing the English 
economists’ notions of price to that of the German professor, we find a 
difference between them. This difference is in the constituent elements 
of price, a difference which is the result of the manner in which these 
economists conceive of the nature of price. For the English authors 
the long-period supply price is to cover all the input for the production 


of the firm, while price in the case of Prof. Schmalenbach is calculated 


10 Keynes, General Theory, p. 58. 
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partly on the managerial idea of increasing the efficiency of business 
and partly on the aim to get reasonable profit. Roughly speaking the 
latter may be considered a supply price. In so far as these two notions 
are understood simply as referring to supply prices, they offer some 
points of similarity. However, we should remark that in comparing 
them there are three things further to be noticed. 1) The long-period 
supply price in the General Theory involves the risk cost and the 
interest on the equipment; but the price calculated by Prof. Schmalen- 
bach includes the risk premium and the interest on the entrepreneur’s 
own investment expressed as extra-cost. 2) The difference in the 
amount of these two sorts of price depends partly on the extent to which 
the writing-off of accidental or involuntary loss is attributed to the Kosten. 
3) The supply price in the General Theory seems to include implicitly 
the normal remuneration of the entrepreneurs'' which is not necessarily 
equal to the profit in Prof. Schmalenbach’s case. However, it will be 
very close to this profit, if the latter is limited to normal profit in the 
ordinary sense. If this is true, then, the long-period supply price would 
come nearer to the price calculated by Prof. Schmalenbach. 

So far we have discussed the cost analysis,by Keynes, Marshall and 
Prof. Schmalenbach. Keynes and Marshall seem to have dealt with this 
subject in the light of profit and loss accounting and therefore do not 
approach directly Prof. Schmalenbach’s idea of the cost calculation. 
However, because cost in the writings of the former authors is examined 
from the point of view of profit and loss accounting, some part of it 
can show the nature of neutral expense, when it is placed in contrast 
to Prof. Schmalenbach’s idea of cost calculation. 


V. THE NEUTRAL EXPENSE AND SOME OF ITS CONSPICUOUS 
EXAMPLES IN JAPAN 


As we have noted, neutral expense is not cost which is related to 


1 Keynes, A Treatise on Money, i, p. 125. 

Note: The involuntary or accidental loss is, as has been repeatedly said, a neutral 
expense and therefore should not be reckoned in the Kosten, consequently in the 
price. If it is so reckoned, it will be ultimately conveyed as a burden to the 
purchaser of the product concerned. If it is not so reckoned, the supply curve 
of the product will shift to the right which means a benefit to the purchaser. 


AN UNDERSTANDING OF NEUTRAL EXPENSE (Neutraler Aufwand) 15 


yield, therefore it ought to be kept as small as possible and the 
entrepreneur should carefully consider how to deal with it in accounting. 
However we ought further to remark two reasons why neutral expense 
deserves careful consideration. One reason is mainly practical and the 
other is rather theoretical. Of the latter reason we will speak in next 
section. 

In business neutral expense has played an important role, as Prof. 
Schmalenbach correctly observed. He said that the demand for a 
particular way of stating neutral expense as well as neutral revenue 
has remarkably increased, and: that he has been astonished at seeing 
“the expression ‘neutral expense’ even at such places as he had never 


expected.” 


Here let us introduce a few notable example of what may be 
regarded as neutral expense, the expense, however, being due only to 
the current decisions of the entrepreneur. Among Japanese firms which 
are mostly managerial enterprises there prevails a custom of making 
contributions of large amounts of money to political parties and also of 
allowing a luxurious life to its directors and high officials at the expense 
of the firm in which they are engaged. They attend day and night 
parties arranged by the firm itself, put on clothes presented to them by 
other corporations, present similar gifts from their firms to the directors 
and high officials of others in turn, live in big houses owned by the 
company, use its cars freely even for their personal needs and moreover, 
have even a magnificient funeral at its expense when unfortunately they 
pass away. Of course they receive high salaries and get due rewards for 
their services. Thus the old dream of eminent Chinese, “to marry a lady 
of Su-chou, to live in Hang chou, to take Pei-ching meals, and to die in 
Liu-chou (a town famous for producing coffins),” seems in some sense 
to be realized in the business circles of Japan. 

These habits have a long history throughout Japanese enterprise. 
However they have not only developed in extent but also have changed 
some of their characteristics. Formerly this sort of luxury was sustained 


for the sake of increasing the profit of the firm, in other words, it 


12 Schmalenbach, Der Kontenrahmen, 4, neubearbeitete Auflage, S. 19. 
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played a role as a means of profit-seeking. Marx remarked, “luxury 
enters into the representation-cost with regard to capital.----The spending 
by acapitalist increases side by side with the accumulation of his capital, 
the one not necessarily restricting the increase of the other.’ In other 
words, the expense for luxurious life related to the enterprise was simply 
a cost in its true sense. On the other hand the recent extraordinary 
spending for luxurious consumption, at the expense of firms, aims at no 
yield for the enterprise and takes place for the sake of realizing the 
personal satisfaction of the directors and others. That is to say, the 
profit-seeking and the utility-attaining proceed side by side but independ- 
ently of each other without any correlation between them. An enterprise 
seeks profit and utility at the same time. This might be understood as 
an extraordinary change in the character of the enterprise, because in 
recent economics there has never been thought of the attaining or 
maximizing of utility as an enterprise’s function. 

On the other hand we do not deny the development of a similar 
economic unit, such as that outlined in Prof. Gottl’s “ Zwittergebilde” 
or “mixed economic unit.” He says that the enterprise grows out of 
the household. However it is not created at once, but in the course of 
its growing a particular economic unit, the “ Zwittergebilde”’, is formed 
at first. It is neither household nor enterprise, but is a “being” in 
which different natures of household and enterprise are blended“*—for 
example a farmer or hand-work. Here let us add our own interpretation 
to the description of the Zwittergebilde. 

In a Zwittergebilde, when there is a wedding or funeral in its owner’s 
family and the owner can not afford to pay the expense of it, he 
will take advantage of some fund which he has invested in the 
Zwittergebilde and so arrange the ceremony. In the case when the 
Zwittergebilde fails in business, the owner may sell his family’s articles 
_to cover the loss. The woman-labourer works in production and some- 
times takes care of the owner’s child. The working place is at the 


same time their dwelling. Thus factors of production and the means of 


13 Marx, K., Das Kapital, Siebente, unveraenderte Auflage, Erster Band, erstes Buch, 
S. 529. 


4 vy. Gottl-Ottlilieufeld, F., Wirtschaft und Wissenschaft, zweiter Band, S. 786, 815. 
Prof. Gottl. conceives household, enterprise and the like as “ beings.” 
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consumption are interchangeable. The income of the owner consists of 
wages, interest and profit all mixed together. Are household and enterprise 
then of the same order, viz., is there no priority of their function? 
According to Prof. Gottl., the enterprise serves the household as a means 
to an end. On the other side we can imagine that both household and 
enterprise stand as a thesis and an antithesis and are united into a 
synthesis of Zwittergebilde. 

At any rate, in the Zwittergebilde production and consumption are 
united in a harmonious way. In present-day Japanese firms, on the 
contrary, there is no integration between production and consumption, and 
the one tends to take place without reference to the other. Now, the 
Zwittergebilde is a product of pre-capitalism and recent Japanese enter- 
prise can be said to be similar to the Zwittergebilde. Therefore, an 
enterprise. which has the character of the Zwittergebilde may be inferior 
in its economic function to a true enterprise under capitalism. This 
inferiority is brought about by allowing in the enterprise consumption 


which produces no yield and is nothing but a neutral expense. 


VI. NEUTAL EXPENSE AS A MEANS OF DEVELOPING BOTH 
THE PROSPERITY OF AN ENTERPRISE AND THE WELL- 
BEING OF THE COMMUNITY AS A WHOLE 


Neutral expense does not produce any economic yield, but it may 
directly or indirectly result in either desirable or undesirable effects 
on the enterprise as well as on the community. Here let us discuss a 
neutral expense which is paid by the decision of the enterpreneur and 
may contribute to the prosperity of his firm and to the development of 
social welfare. For example, this expense is an allotment of some money 
to a public research institute or to an employee’s pension fund. Its 
effect on the yield of the enterprise is indirect, uncertain and very often 
nil. Therefore, it is not a true cost corresponding to that which offers 
economic yield as mentioned above. On the other hand, the prosperity 
of this enterprise can be maintained or insured by the development of 
social welfare to which this expense will surely contribute. We will 
call this expense ‘“ prosperous neutral expense.” 

In recent years the movement towards public relations has become 
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increasingly remarkable. Furthermore, we should like to remind our readers 
of an announcement by the Ford Corporation in 1914 concerning increased 
wages and reduced working hours. Accompanying this announcement the 
corporation published a so-called new philosophy to the effect that, among 
other things, it would reduce the prices of its cars, reserve a larger 
amount of profit on its capital account and underappraise the value 
of its assets. 

We need not explain the cause of this movement and the reorgani- 
zation. Suffice it to say, they represent a tendency in capitalism towards 
self-modification. However this idea involves some payment of money 
to realize its effect. This allotment of course produces no yield in the 
enterprise concerned and is nothing but a neutral expense, indeed a 
prosperous neutral expense. But to effect such a policy, a firm must be 
steadily prosperous and has to reserve a part of its profit on the capital 
account for that purpose. Moreover this reservation will insure the 
continuous payment of such a neutral expense as mentioned above in 
the future. In detail the firm will, on the one hand, regularly contribute 
a considerable part of its profit to such projects as a public research 
institute or an employee’s welfare fund, instead of paying its director’s 
personal luxuries. On the other hand it will allocate another part of its 
profit to its reserve fund, thus at the same time serving the public and 
improving the firm’s financial position. Then how will these allotments 
be combined in a harmonious way? Suppose these two elements together 
promote both the prosperity of the enterprise concerned and the well- 
being of the community. This condition we will call “synthetic 
prosperity.” For the development of social welfare is helped by the 
prosperous neutral expense, while this development can in turn maintain 
and insure the prosperity of the firm. Thus the prosperity of the 


enterprise and the well-being of the community are interdependent and 
synthesized. 


Furthermore, we assume that the change in the quantity of these 
allotments affect correspondingly the degree of this synthetic prosperity, 
which may reflect in the annual number of applicants for employment 
in the said firm or in the price of its stocks. Then we can formulate 


this relation in a mathematical function, the degree of the synthetic 
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prosperity being a dependent variable while these two allotments are 
independent. Of course we can neither affirm that this assumption suits 
the actual situation, nor we can know the type of this function. These 
things can only be determined by the actual experience of the business 
circle. Let us proceed then to an analysis of this problem, taking the 
above assumptions for granted. Furthermore, let us imagine a theoretical 
case in order to find what conclusions may be derived from these 
assumptions. 

The theoretical case is as follows: A corporation expects to attain 
more than a normal remuneration of entrepreneurs (as defined in the 
Treatise on Money), after paying off wages, interest, rent, depreciation 
and the like. Then it allots a part of this profit—we call it “extra 
expected profit ’—to the reserve in its capital account and utilizes the rest 
as a neutral expense for synthetic prosperity. 

Now, 
a: normal profit, which is nearly equal to normal remuneration 
of entrepreneurs after paying off cost (income tax for this 
remuneration to be considered as already paid), 


X: extra expected profit plus @—total expected profit in usual 


sense, 
X-a: extra expected profit, 
a: rate of prosperous neutral expense, 
B: -rate’ of the reserve of extra expected profit in the capital 


account of the enterprise, 
y: rate of income tax for the reserve of expected profit in the 
capital account of the enterprise (constant), 
u=F (a, 8): degree of synthetic prosperity. 
Then, 
(1—a@) (1—7) (%—a)=8(%—a@), where 1l=>a=0, 1>820, 1>7>0. 


Therefore @=(1—a) (1—y) or a=1— Ff 


This means that x—a is distributed in such a ratio of a,-.@ and y as 
l1=a+(1—-a@)7+8. 
a increases as 8 decreases, and when @=0, a=1, 


8 increases as a decreases, and when a=0, 8=1—1, 
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* 


that is, 
a=f, f= 
B=9(a), 9"(a)=-A—-1)<0. 
We put 1-7v=&, then B= —ka-+k, 


obtaining the maximum value of 4, 


du _ ae 
tt Fy F Ge =0, 
d 
while Fae oa F, —kF,; =0, 
pe = Fz — 2RP up kh? Fag. 
If Fya— 2kFagth?Foea<0, uw in that position is the maximum value. 


And in this case, from | ee eae 


we can obtain the values of @ and 2. 
In this way it is possible to determine both the 
rate of prosperous neutral expense and that of the 
reserve of expected profit in the capital account of 
the enterprise. 

The above analysis has taken advantage of the indifference curve 
as a tool to obtain the maximum value of synthetic prosperity. However 
the method by itself only indicates that neutral expense can be utilized 
as a means to attain the prosperity of enterprise—‘‘ prosperity” in a 
sense different from pure profit-making—and at the same time to bring 
about the well-being of the community as a whole. Here the former is 
combined with the latter into a synthetic complex. 

Furthermore, this reasoning leads toward a new principle or theory 
in both the science of business administration and economics. This 
theory is based upon the view that the enterprise is striving for synthetic 
prosperity (as mentioned above) by being conscious of its role as an 
important element of social life. The idea itself is of course not new, 
as public-relations movements and the Ford philosophy amply illustrate, 
but the formulating of this idea into a comprehensive theory is as yet 
incomplete. In the formulation of such a comprehensive theory neutral 
expense concept should prove an indispensable element. 


KEY IDEAS OF MERCANTILIST ECONOMIC 
THOUGHT 


SHOZO SOBAJIMA 


I 


It is not easy to give a clear definition of “Mercantilism”, for it is 
no more than a general name that sums up certain features of so-called 
Mercantilist period, covering the 16th, 17th, and most of the 18th cen- 
turies. Generally speaking, Mercantilism that had made its start as 
Bullionism passed through thenceforward at least two distinct stages, 


“commercial” and “industrial” stages, so to speak. Earlier 


stage of Mercantilism or “ commercial” system, as advocated by Thomas 
Mun among others, was a system of nationalistic regulation of foreign 
_ trade, having keen interest in the “favorable” balance of trade as the 
means of acquiring precious metals, the most important form of national 
wealth. Advanced stage or “ industrial’? system (or Colbertism, as it 
is usually so called) also attached great importance to foreign trade as 
the means of acquiring gold and silver, but at the same time it reckoned 
domestic industries as the main source of national wealth and, consequently, 
carried into effect a systematic control of domestic economic activities 
at large, in the chief interest of bringing up the home industries. 
Although the both stages had in common the supreme end, the strength- 
ening of the national economic and political power, yet there were 
changes in the economic ideas and the economic policy that we cannot 
overlook between them. In post-mercantilist times, with Charles Devenant 
and especially James Steuart as leading advocates in England, we can 
find many other post-mercantilist writers who, on account of their many, 
although isolated, statements typical of the liberalist views, may well be 
called the forerunners of the Jaissez-faire economics thoroughgoingly 
constructed by Adam Smith. 

If we remember that, although the general outlines of Mercantilism 
were everywhere the same, it varied greatly from country to country 


and, moreover, from time to time, in concrete application, we cannot but 
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acknowledge that its strict definition is almost impossible. However, if 
we could not define it exactly, we are able, none the less, to disclose 
those fundamental features of economic views which are common to 
almost all the Mercantilist writers and, therefore, can be taken to be 
essential in the Mercantilist economic philosophy. In this paper I intend 
to point out in brief some of these key ideas. 


II 


As it is usual to understand the balance of trade theory under the 
Mercantilist economic doctrine in narrower sense, I will attempt, first 
of all, to find out the basic economic point of view underlying this 
theory. The theory reasons as follows: national wealth as an integral 
element of the power of the state—-+economic policy for the sake of 
national wealth—>precious metals as the most important form of wealth— 
acquisition of precious metals by means of the “favorable” balance of 
trade (or, rather, international payments). Now, the question is this: why 
gold and silver were so eagerly desired? Some mention fetishistic 
adoration of precious metals, together with their natural fitness as store 
of wealth. Others point out the need and usefulness of preserving them 
as the sinews of war, and this viewpoint is likely to be supported by the 
German “historical” school, according to which Mercantilism is, above all, 
a system of State power. However, the most significant reason why 
Mercantilists found their chief economic goal in the aquisition of precious 
metals was, I think, that they looked upon them, the international 


moneys of the day, as the means to capital accumulation and national 
economic growth. 


It is a matter of course that, with the spread of money economy 
stimulated by the geographical discoveries and the rapid growth of trade 
and methods of production at the beginning of modern times, people 
began to have higher and higher regard for gold and silver as the 
general means of exchange and, accordingly, as the incarnation and store 
of wealth. But, in order to thoroughly understand the historical signifi- 
cance of the Mercantilist economic philosophy, we ought to penetrate 
into their firm belief in the dynamic functions of money as capital. 
The most important key idea common to all the Mercantilist writers 


KEY IDEAS OF MERCANTILIST ECONOMIC THOUGHT 23 


was that abundance of money necessarily brings national economy into 
prosperity, while shortage of it leads to economic recession and depression. 
Therefore, contrary to the abstract and static reasoning of the Quantity 
Theory of Money, they were all convinced that, in the open system of 
world economy, any nation which allowed rapid decrease in the quantity 
of money was sure to suffer from hunger exports and destruction of 
domestic industries. And this firm conviction of theirs in the dynamic 
capital functions of money and, in consequence, their strong desire for 
the accumulation of it were quite natural and pertinent at the times, 
because the main motive powers of economic progress were then found 
in foreign trade and domestic commerce, in which money, both as the 
starting and the terminal points of all economic transactions, played 
the leading part, and, in addition, the profits obtained through the sales 
of manufactures (“ profit upon alientation””—James Steuart) were, in the 
eyes of Mercantilists, very nearly the only source of capital accumulation. 
They were thus right, at least to their way of thinking, in harbouring 
the ‘fear of goods”, for this was no more than the other side of their 
great regard for circulating money as capital. However, as the profits 
gained from the inland commerce were by nature, that is, on account of 
their character as the “vibration of the balance of wealth” among 
fellow-countrymen, of no use for the increase in money capital of a 
national economy as a whole, so the Mercantilists gave attention to 
foreign trade and demanded to create the “favorable” balance as the 
sole means to the increase in national capital and wealth. 

To make clear the Mercantilist economic thought, the key idea of 
which is the above mentioned belief in the dynamic capital functions 
of money, it may be well to refor to the realistic way of analysis, given by 
David Hume above all, of the economic effects of changes in the quantity 
of money. As is well known, Hume formulated the formal and static 
interpretation of the Quantity Theory, and thus paved the “ classical” way 
of conceiving money as the “veil” spread over the economy. The so-called 
Rt “price specie-flow mechanism”, that is presumed to have 
defeated the Mercantilist doctrine of the favorable balance of trade, is 


nothing but a natural outcome of the application of his static Quantity 
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Theory to the mechanism of international trade and payments. In his 
view, again, the increase in the money supply affected the level of prices, 
but not the rate of interest, and the demand for money was elastic only 
with respect to the prices of labor and commodities. He denied the 
Mercantilist opinion that the demand function for money was interest- 
elastic. And yet, on the other hand, Hume as prominent Mercantilist 
writer could not ignore to effectively supplement these static and long 
run views with his dynamic analysis of monetary influences upon the 
actual economic process. His argument may be summarised as follows: 
increase in the quantity of money—rrise in prices of commodities, neither 
immediate nor simultaneous, but in succession—+gradual spread of the 
opportunities of profitable trade—>increase in the trading activities and, © 
thence, expansion of production— stimulus to people’s industry, i.e., 
increase in the employment of the idle poor—>rise in wages, last of all. 
In his essay “Of Money” he says: ‘In my opinion, it is only in the 
interval or intermediate situation, between the acquisition of money and 
the rise in prices, that the increasing quantity of gold and silver is 
favourable to industry.......... It is easy to trace the money in its progress 
through the whole commonwealth; where we shall find that it must 
first quicken | the diligence of every individual, before it increase the 
price of labour.” 

Thus, according to Hume, money, although the “veil” in an 
imaginary static economy or, at least, in the long run analysis, can 
and does have quite actual and decisive influences in the real economy. 
By the way, one may be convinced that Hume with his realistic analysis 
of monetary influences as summarized above took the lead of Keynes’ 
doctrine of “effective demand”, which expresses a strong inclination to 
the Mercantilist idea of the “ gospel of high prices”. 


III 


In accordance with the general and adequate understanding that the 
Mercantilist economic doctrine in narrower sense consists in the balance 
of trade theory, we have ascertained above that the key idea of it ought 


to be found in the Mercantilist firm belief in the dynamic capital 
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functions of money. We have now to proceed to point out some of 
important corollaries following this basic doctrine and its key idea. 

(i) On Interest. Since the Mercantilist writers, aiming at the 
desirable effects of increasing money upon the national economy, attached 
sufficient importance to the “favorable” balance of trade, they were in 
general led to the conclusion that too high rates of money interest 
should be forbidden in the interests of those merchants and manufac- 
.turers who carried out their business with borrowed money. In other 
words, they laid stress on the need of lowering the rates of interest 
through the increase in the supply of money, by reason that the lower 
rates of interest as compared with the rates of profit would bring active 
trade and commercial investments, which in turn would make for the 
increase in the national products and exports. Some of them, indeed, 
relied upon the natural working of the law of supply and demand in 
the determination of the rates of interest, but they did not stand against 
the legal fixation of the highest rate. By way of example, let us consult 
John Locke. He emphasized the influence of the investment demand 
for money on the natural determination of the rate of interest, and thus, 
in contrast with the prevailing opinions of the day and, especially, of 
Sir Josiah Child, interpreted the higher or lower levels of interest, not 
as the cause, but as the effect, of the quantity of money seeking for 
the investment opportunities. Nevertheless he approved, at the same 
‘time, of the legal fixation of the highest possible rate of interest. 

Gi) On Wages. It was very natural that Mercantilists advocated 
measures to stimulate the increase of population, because in the times 
when capital equipment was limited to comparatively simple tools, 
labor was the chief factor of production and, consequently, the main source 
of exports, and thus of precious metals. The large and growing population 
was, they said, the riches and strength of the country. From this high 
appreciation of labor as the chief factor of production there followed 
naturally their emphasis on the need for the habits of industry and the 
acquisition of manufacturing skills. 

Yet, in spite of their appreciation of labor, most Mercantilists could 


not get rid of the idea of “economy of low wages”. Their reasoning 
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in this respect ran as follows: lower wages— ower cost—>stronger 
competitive ability in ie trade— inflow of more precious metals. In 
other words, they were of opinion that high wage would induce, not 
greater industry, but idleness and debauchery of laborers, and thus would 
result in the unfavorable balance of trade. Their opinion that high 
wages were inconsistent with low labor costs might, to a certain extent, 
have connection with the Protestant morals that condemn idleness and 
praise industry. At any rate, to the Mercantilists convinced that the 
only way to make people work hard was to keep them poor, the poverty 
of the general public and the national wealth were not incompatible 
with each other. Nay, public poverty by the name of “economy of low 
wages” was a necessary condition for promoting the national wealth. 

(iii) On Employment. As for the problem, not of low wages, but 
of the “idle poor”, ic, a great number of paupers and vagrants 
incapable of supporting themselves, Mercantilists, with the view of 
having an excess of exports over imports, were very eager to set them to 
work. And, in so far as their schemes for setting the idle poor to work, 
e. g., coercive workhouses, contributed to a favorable balance of trade, 
this balance was regarded as synonymous with the favorable “ balance 
of employment” (or labor). This implies that the Mercantilist concern 
about the employment problem was not so much related to the relief 
of the “involuntary”” unemploment in the Keynesian meaning, as to 
the acquisition of precious metals. 

We would not do justice to them, however, if we failed to notice 
that they anticipated, at least to a certain degree, the modern theory of 
employment. As we have seen above, Mercantilism as an economic 
system is nothing but a “monetary system” to the effect that the abundant 
supply of money is the all-important stimulus to trade and, in consequ- 
ence, to production, export and employment. And, in conformity with 
this fundamental feature of the system, almost all the Mercantilist 
writers except Mun strongly condemned “ hoarding” as causing trade to 
stagnate. They were generally sure that free expenditures either on 
consumption or investment would result in the increase of employment. 


If we here recollect their point of view referred to before that lower 
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interest rates induced by the abundance of money supply would lead to 
the increase in employment, we may easily be convinced that Mercan- 
tilists took a lead of Keynesian monetary theory of employment. At the 
same time, we are not to overlook that both these monetary theories 
have this assumption in common that there were surplus in the real 
economic resources to be utilized by means of monetary measures. 

(iiii) On Saving and Consumption. It was reasonable for Mercan- 
tilists convinced of the dynamic functions of money, to condemn 
hoardings, on the one hand, as causing trade to stagnate instead of 
accelerating it, and to emphasize, on the other hand, the need of free 


spending by the rich as well as the necessity of active investment 
expenditures by the traders and manufacturers. To them, saving of 


money, or, the restraining from consumption, was synonymous with 
investment expenditure. Frugality was honored as the most important 
virtue worthy of merchant-capitalists and merchant-manufacturers. Their 
frugality together with greater industry of the poor induced by low 
wages, were esteemed as the prerequisites to the capital formation and 
thus to the economic development. 


It is true that in the post-mercantilist times we can find the different 
opinion of the savings. That is to say, later Mercantilist writers, facing 
to the growing difficulties of over-saving and under-consumption, came 
‘to recommend the domestic production and consumption of luxuries as 
an effective means to keep the national economy in prosperity. Living 
in luxury as “ private vice” was nevertheless encouraged as the means 
to promote the “ public benefits”. As the counter-part of this movement 
of thought, we may be able to observe the fact that the national economy 
in question was actually approaching its relative maturity, in the sense 
that the growing accumulation of wealth produced the tendency toward 
under-consumption on the one hand, and the rising wages made it more 
and more difficult to bring about the fovorable balance of trade on the 
other. And this implies that the nation victorious in the Mercantilist 
competition was obliged to attach the greater importance to the domestic 
trade and industry than to the foreign trade. It is also true that, hand in 


hand with the growing importance of domestic trade and industry attended 
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by the development of banking system and credit instruments, the 
economic ideas and policy by the proper name of “paper-money mer- 
cantilism ” came into effect. After all, the Mercantilists were, from the 
first to the last, inflationists or, rather, semi-inflationists: And here, 
indeed, one might celebrate, in Keynes’ doctrine of effective demand 
adequate in particular to the mature capitalist economy, the revival of 
the post-mercantilist monetary economics. It goes without saying that 
the post-mercantilist monetary economics typical of the “ mature” mer- 
cantile system finds its most systematic representation in James Steuart’s 
An Inquiry into the Principles of Political Oeconomy ; being an Essay 
on the Science of Domestic Policy in Free Nations, into which I cannot 


here go in detail. 


IV 


I have above pointed out some of the key ideas in the Mercantilist 
economic thought. It cannot be questioned but that its historical 
significance might be more searchingly examined if we investigate into 
the political aspects of Mercantilism. But, to carry my argument so 
far as to touch on these aspects has, in this paper, been beside question. 
Now, before making an end of the present treatise, I should like to 
make a remark, once more, on the development of Mercantilist economic 
ideas and policy. Mercantilism was a living thing, so to speak, that had 
great variety in its concrete application. It can assume, therefore, very 
different aspects, according as we take into consideration different 
countries and, especially, different periods. In this paper I ventured, in 
consideration of the possibility of its effective revival in the mature 
capitalist economy, to attach rather greater importance to the opinions 
of post-mercantilist writers. 


“KABU-NAKAMA ”’, CORPORATION DES 
MARCHANDS DU TEMPS DES TOKUGAWA, 
SON ORGANISATION ET SES FONCTIONS 


MATAJI MIYAMOTO 


Pour les corporations commerciales le Gouvernement d’Edo (1603- 
1867) adopta le principe de “ Rakuichi-rakuza” (principe de restriction), 
Suivi depuis les premi¢éres années du temps moderne (1575-1868). A 
Kioto, par exemple, on interdit de fonder librement des corporations par 
un des 21 articles édictés par Itakura-Suw6nokami le 20 aout 1622. Ce 
fut pour prohiber tous les marchands de cette ville d’organiser sans 
authorisation un corps commercial et de fixer a leur gré ses réglements, 


” 


exception faite pour les deux “Za” de vermillon et d’argent (corporat- 
ions-monopoles autorisées par le gouvernement). A Edo (Tokio) fut 
proclamée cette notification en septembre 1657: ‘Défense d’organiser 
des corporations”. Mais le fait est qu’il existait déja quelques compa- 
gnies corporatives. Avant cela, suivant la notification du Gouvernement 
d’Edo du 20 aotit 1648, un marchand qui donnait congé a un de ses 
employés, devait le communiquer a tous ses compagnons. 

On appela cette sorte de corporation “Nakama "(中間 ). “ Naka’ (+) 
signifiait alors un corps indivisible et égalitaire, comme dans “D6ju” 
(jal), “ Muraja ”( 村 中 ) う etc. On donna a “rh” une particule “4 ” 
signifiant “homme”, et ce caractére devint “fi”. On y ajouta “で 間 ” 
(ma=milieu), signifiant “Société”, “Monde”. Ce “Naka-ma”( 仲 間 ), cor- 
poration des marchands remonta, parait-il, au commencement du temps des 
Tokugawa. II parait donc que, malgré les restrictions, il y avait alors 
diverses corporations. 

“Quand un marchand veut se faire adimettre a la corporation, il est 
obligé de payer, a cause des accords strictement exclusifs, une forte 
somme, ou bien d’inviter les membres a un banquet fastueux, et par 


conséquence, une nouvelle entreprise commerciale est une chose tres 
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pénible. En outre, la corporation accapare non seulement des mar- 
chandises de temps en temps pour en hausser le prix, mais quand un 
propriétaire loue son magasin sur intérét a un autre marchand pour 
y faire du commerce, elle y intervient aussi sous prétexte des accords 
exclusifs. Tels sont les abus peu tolérables de la corporation, et nous 
défendons que celle-ci fasse désormais des accords de ce genre.” (notifi- 
cation de la ville d’Edo de 1657. citée ci-dessus) Parce qu'il y avait une 
notification si concréte et si vigilante, il s’en résulte que dans le domaine 
commerciale la corporation s’était déja fortement développée. Et nous 
avons également raison de croire que l’état d’affaire en était a peu pres 
le méme a Osaka et a Kidto. 

Quant au “ Za’’-monopole, par principe on avait toujours interdit de 
Vétablir. A Osaka, par exemple, on interdit en 1649 d’établir le “Za” 
privé excepté les deux “Za” du vermillon et de l’argent, et on fit de 
méme a Ujiyamada en 1616. Mais ce méme fait nous apprend en méme 
‘temps qu’il existait encore un certain nombre de “Za ”, si bien qu’a Kioto 
nous voyons par exemple celui du “Kama” (marmite pour le riz) a cette 
époque. ; 

Quoiqu’il en soit, les “Za” proprement dits devenaient de moins 
en moins nombreux, et aux premiéres années du Temps Moderne 
(1575-1868) il y eut une période ou l'on ne permit que les “Za” de 
quelques articles limités et bien spéciaux. Citons quelques exemples: 
_ ‘hotel de la monnaie:_les..% Za.’ ide. Vor. et de Vargent; fabriques 
.monopolisatrices surveillées par le gouvernement: les “Za ” du cuivre, 
du fer et du laiton; licences spécialement accordées par les intendants 
du gouvernement: les “Za” du cuivre, du fer, du vermillon, de la 
carotte coréenne, et des feuilles de métal; institutions de protection ou 
de surveillance: les “Za” des aveugles et des journaliers. En parcourant 
et en considérant ces exemples, il est certain que la différance qu'il y 
avait entre les fonctions sociales de ces “Za” du Temps moderne et 
celles des “Za’’ du Moyen-Age était assez grande. 

Et durant toute cette époque de décadance des “Za” proprement dits, 


les Za-guilde ne cessaient pas de se développer et de se transformer 
en une sorte de corporation commerciale. 
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Le gouvernement des Tokugawa, qui ne voulait pas permettre 
détablir ni les “Za” ni les corporations commerciales, fut néanmoins 
obligé de céder successivement a des besoins a la fois commerciaux et 
administratifs, et finalement il changea de politique pour protéger les 


corporations. Dans le cours de ces changements, nous pouvons distinguer 
quatre étapes. 


1) Dans la premiére étape, le gouvernement ne permit les corpora- 
tions qu’en vue de la paix publique ou qu’en récompense des services que 
les marchands lui avaient apportés. Et ce ne fut qu’a un nombre trés 
limité, comme aux préteurs sur gages et aux marchands de soie grége, 
que le gouvernement donna l'autorisation. Pour citer des exemples: en 
1642 trois groupes de préteurs sur gages obtinrent la permission d’organiser 
des corporations, pour la seule raison que le gouvernement profiterait 
de leurs corporations pour arréter les voleurs. De méme, en 1645, par 
suite de la découverte d’un trafic collusoire entre marchands et voleurs, 
l’autorisation de corporation fut donnée aux marchands de friperie, aux 
marchands d’outils usés de cuivre, et aux marchands de meubles d’occasion. 
Ici la corporation était regardée comme un aide pour la police. 

2) Dans la deuxiéme étape, le gouvernement, voulant améliorer 
Vadministration économique, s’avisa de profiter de la corporation com- 
merciale. Perfectionnement des marchandises, expulsion des mauvaises 
marchandises, inspection des marchandises, haussement ou abaissement 
des prix, transmission des commandements, voila ou la corporation 
pouvait rendre des services. Vers l’ére de Kanbun(1661-1672) on approuva 
a Osaka les corporations des agents de transport maritime, des préteurs 
sur gages, des marchands de bois de construction, et des dix changeurs. 
A Edo, on fixa en 1651 le nombre de maisons de bain au moyen de 
lenseigne de licence. Plus tard, en 1658, les magasins qui voulaient 
vendre le pongée, l’étoffe de cotton, la mercerie, la toile de chanvre, 
la mousquitaire, furent obligés de solliciter une licence de commerce. 
En 1692 une notification de la ville d’Edo dicta que les préteurs sur 
gages devaient organiser des corporations dont trois agents généraux 
établiraient les statuts. En 1697 le nombre de marchands de calendrier 


fut limité a onze et en 1718 celui de changeurs a six cents par toute 
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la ville. Quant a la fameuse association des dix corporations de mar- 
chands en gros, datant de 1661-1672, bien qu’elle avait presque achevé 
de compléter son systéme vers 1700, elle n’avait pas encore, parait-il, 
pu obtenir l’autorisation officielle. Cependant, les corporations privées 
ou plut6t les unions corporatives se multipliaient successivement sous 
des noms divers et sous des formes diverses. A Osaka, VEbisu-k6 
(Confrérie d’Ebisu) des marchands de sardines séchées fut fondé en 
1652, celle des marchands de laque en 1673-1680, et celle des marchands 
en gros de mousquitaire fut fondée 4 Oomi-Hachiman en 1704-1710. 

3) Ensuite vint une troisiéme étape, ou le gouvernement, qui, a 
travers les deux étapes précédentes, s’était assuré du caractére docile et 
conservateur de la corporation, abandonna son mépris contre des gens 
de corporations et sa haine contre leur coterie pour protéger et encourager 
positivement le développement de la corporation. II jugea, du point de 
vue d’administration économique et de développement de Vindustrie, 
qu'il serait plus avantageux de l’exploiter que de l’opprimer. Simplement 
en surveillant les délégués-jurés, un intendant ou un préfet pouvait 
‘soumettre plus facilement tout le systéme commercial au contréle du 
régime féodal. La notification datée de mai 1720 dicta qu’au lieu de se 
présenter eux-mémes, les marchands, s’ils étaient membres d’une cor- 
poration, devaient envoyer au magistrat quelques représentants pour 
soumettre leurs demandes. Ensuite, en novembre de la méme année, 
le gouvernement ordonna a tous les marchands et a tous les artisans 
d’Edo d’organiser spontanément des corporations, et en méme temps 
il laissait a chaque corporation d’établir a sa maniére le programme 
mensuel. On voit par la qu’on voulait faire de chaque corporation un 
élément de l’administration en tant qu’elle était une institution admini- 
strative. Le gouvernement supprimait toute nouveauté et condamnait 
toute la corporation 4 une amende quand un nouvel article avait été 
découvert. Dans ce temps-la, la quantité de marchandises était trés 
limitée, le domaine de la demande était trés étroit. Si on aurait pu 
entreprendre, sans aucune intervention, une autre entreprise, les industries 
se seraient ruinées par suite des émulations commerciales. C’est par 


le moyen de la licence que le gouvernement et les clans féodaux espeé- 
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raient pouvoir établir la prospérité de l’industrie et des villes. 

4) Enfin les corporations commerciales prirent un nouvel essor 
durant la quatriéme étape. C’est que, par suite dés difficultés financiéres, 
le gouvernement et les clans féodaux voulurent partager le profit des 
corporations. Tous les ans, ils imposaient une taxe fixe Aa chaque 
corporation sous le nom de “remerciement”. Mais ils ne cessaient de 
donner a leur gré l’autorisation officielle 4 un grand nombre de corpora- 
tions-candidats, 4 condition que celles-ci rendent un cadeau soit en espéces, 
soit en service, ou en marchandises. C’était une époque ou l’autorisation fut 
donnée sans limite et sans tenir compte de la nécessité, si bien qu’entre 
1764-1788 un grand nombre de corporations-non-jurées, de syndicats et 
de confréries, c’est-a-dire toutes sortes de coteries corporatives devinrent 


tour a tour des corporations officiellement autorisées. 


II 


La corporation avait des délégués généraux qui avaient plusieurs 
noms différents. Par tradition elle rendait des tributs au gouvernement 
et aux seigneurs de clan tant6t sous le nom de présent de nouvel an, 
tant6t sous le nom de remerciement a Voccasion du 8 aout lunaire. 
Elle donnait également des cadeaux en espéces ou en marchandises 
comme témoignage de son remerciement. Elle travaillait pour les sei- 
gneurs et les aidait quand ceux-ci en avaient besoin. Pendant longtemps, 
cependant, le montant du cadeau en espéces n’était pas si élevé. Ce 
n’était qu’en 1809 que l'association des dix corporations de marchands en 
gros d’Edo paya pour la premiére fois une grosse somme au Gouverne- 
ment. 

La corporation se compose le plus souvent de plusieurs “ Kumi” 
(syndicats) ou de “ K6” (confréries) ; un membre peut vendre ou louer 
sa qualité de membre. Quand on veut se faire admettre 4 la corporation, 
on doit observer fidélement les formules d’entrée. 

Les corporations prenaient part par coutume aux fétes et aux 
réunions ‘de la ville, elles faisaient des visites et rendaient des services 
a des temples shintoistes, elles faisaient réciter des priéres comme offrande 


aux dieux et elles faisaient exécuter des dances de vierges accompagnées 
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de la musique, ou présidaient comme promoteurs les cérémonies d’inaugura- 
tion d’une statue de Bouddha, faisaient la quéte pour des oeuvres pies. 
De temps en temps, “elles donnaient de l’argent ou des lanternes en 
offrande aux divinités, surtout 4 l’occasion de la construction d’un temple. 
D’ailleurs, chaque confrérie, qui était l’unité constructive d’une corporation 
avait pour nom celui du dieu de commerce qu’elle avait choisi comme 
protecteur. On peut donc constater que la corporation avait quelque chose 
de religieux et de conservateur. 

En effet, respectueuse a toutes les formules traditionnelles, elle 
détesta les nouveautés, s’efforca de fixer tous les régimes tels qu’ils 
étaient. Liés par la conscience du méme métier, les membres vivaient 
dans une intimité presque fratenelle. Banquets, excursions, pélerinages, 
tels étaient leurs plaisirs communs. IIs avaient des bateaux et des 
magasins en commun, et s’aidaient mutuellement. En tout cela la 
solidalité de la corporation se manifestait. 

Quant aux fonctions économiques de la corporation, nous allons les 
étudier de quatre points de vue. 

(1) La corporation condamnait la concurrence, toute action rendant 
un profit personnel a un de ses membres. La directive commune ne 
laissait aux membres aucune possibilité pour une entreprise libre. C’est 
la l’unité de volonté de la corporation. 

La corporation se défend contre tout concurrent-non-membre par 
l’exclusivité autorisée de vente et de qualité de membre, qui d’une part 
limite l’admission de nouveaux membres, et d’autre part interdit le 
commerce des marchands hors de la corporation. 

Par ces deux exclusivités, elle contribuait a décider le juste prix et 
a modifier la quantité de marchandises sur deux marchés: celui des 
acheturs et celui des vendeurs. C’est la le contréle de la corporation 
du marché. 

Par ces trois fonctions la corporation monopolise le marché. Nous 
allons maintenant les examiner en détail. 

1° Pour ce qui est l’unité de volonté de la corporation, c’est-a-dire 
la prohibition de concurrence entre les membres, tous les ‘statuts 


préscrivaient d’observer les réglements conventionnnels et de ne pas 


— 
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soutenir une cause personelle. 

‘En ce qui concerne la vente, il était interdit aux membres de 
rabaisser librement le prix ou d’attirer la clientéle au moyen de musique 
ou de banquet. 

Aussi, a l’achat en gros, il était interdit d’usurper les marchandises 
des autres déstinataires et de négocier avec d’autres marchands en gros 
que ceux qu’ils avaient déja choisis d’accord avec la corporation. 

Ces actions défendues étaient toujours condamnées a une amende ou 
a la suppression du commerce ou encore a la fermeture de la boutique. 
De plus, il y avait méme des cas ot on les punissait non seulement en 
supprimant leur commerce, mais aussi en les expulsant de la corporation. 

2° L’exclusivité extérieure, c’est-a-dire l’action d’éliminer les con- 
currents hors de la corporation, se maintenait avec la protection du 
gouvernement. 

Comme le nombre de membres de la corporation était limité, une 
admission nouvelle était bien difficile. 

On interdit de faire du commerce a ceux qui n’avaient pas de 
qualité de membre, de méme a ceux qui étaient exclus de la corporation. 
En fait, il y avait beaucoup de procés pour demender la suppression de 
ceux qui n’étaient pas dans une corporation. 

3° En ce qui concerne le contr6le du marché, les membres se 
mettaient d’accord sur le prix du marché et sur la commission. 

D’aprés le besoin ils se mettaient d’accord pour supprimer la vente 
d’une certaine marchandise, l’achat en gros ou le remise en vente de 
celle-la. 

(2) La corporation “ Kabu-nakama” qui avait un monopole, prit 
des mesures pour le rendre parfaitement effectif et pour protéger ses 
priviléges et ses intéréts. 

13 D’abord, les membres se mettaient sur leurs gardes contre leurs 
négociateurs. 

D’un coté, par le refus unanime, les commer¢ants en gros se 
défendaient contre les producteurs et les propriétaires de marchandises, 
qui contre l’usage changeaient parfois de marchands en gros, falsifiaient 


les marchandises ou tachaient de hausser les prix. 
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D’un autre c6té, la corporation se protégea contre tout non-payement 
ou contre des affaires injustes des courtiers. 

2° Elle se porte garante pour toute créance de ses membres. Elle 
s’engage aussi a recouvrer une créance vis-a-vis d'un de ses membres. 
En un mot elle garantie toutes les transactions effectuées par un de 
ses membres et intervient quand un de ses membres a des difficultés 
avec un acheteur. 

3° En troisiéme lieu, elle insistait sur leurs priviléges commerciaux, 
soit par tradition soit résultants d’une autorisation. Elle agissait d’apreés 
sa propre position commerciale at n’empiétait jamais sur le privilége 
d’une autre corporation. Par exemple, elle défendait les affaires ot le 
propriétaire faisait du commerce avec un courtier sans |’intervention du 
marchand en gros, ou bien ce dernier vendait directement au détaillant 
ou le courtier vendait au propriétaire sans passer par le marchand en 
gros. On appelait ces transactions “ Hikigatari”. En fait, quand, a 
Osaka; un courtier de poisson salé ou d’algue marine comestible, par 
exemple, achetait ‘des marchandises de Matsumaé, sans passer par un 
marchand en gros de Matsumaé, on appelait ce commerce “ Hikigatari’”’, 
et le marchand en gros de Matsumaé protestait contre ce genre de 
transaction, parce qu'il avait été empiété sur son privilége. Si l’on faisait 
“ Hikigatari’”’ il fallait payer une commission égale a celle que le marchand 
en gros aurait obtenue par son privilége. 

Il y avait trois moyens de défendre les priviléges et les intéréts: 
les protéger passivement, insister sur les priviléges et poursuivre 
activement ses intéréts. 

(3) Cétait moins possible par suite de la. fonction intérieure et 
restrictive et a cause de la surveillance du pouvoir politique, que les 
membres haussaient les prix librement. Les membres faisaient divers 
accords pour pouvoir poursuivre leur commerce sans obstacles. Par 
exemple, accord sur la vérification des marchandises, celui sur les 
maniéres des poids et des mesures, et “ Ichidaté ”, accord des prix, 
celui sur la construction de boutques, sur le classement. des mar- 
chandises d’aprés leurs qualités, sur les termes techniques commerciaux 


et les enveloppes des paquets, accord sur le taux d’escompte des prix, 


“KABU-NAKAMA ”’, CORPORATION DES MARCHANDS DU TEMPS DES 
TOKUGAWA, SON ORGANISATION ET SES FONCTIONS 37 


et enfin celui sur le change de l’argent et de la petite monnaie. 

De méme, il y avait des accords sur le transport de marchandises. 
La corporation controéla le chargement et le déchargement de marchan- 
dises. Les membres avaient en commun leurs agents de transport et 
allaient jusqu’a établir les avaries. 

Ils surveillaitent tout le personnel en lui imposant “les statuts 
d’apprentis ” ou ceux d’ouvriers, statuts surtout sévéres dans le cas de 
punition. Nous allons appeler ces divers réles les fonctions directives 
de la corporation. 

(4) Les corporations obtinrent un grand pouvoir de crédit, grace a 
leurs liens religieux et a leur solidarité, et grace au fait qu’elles avaient 
Vesprit conservateur, ce qui faisait supposer le Gemeinschaft. Et trois 
fonctions directives, de monopolisation et de protection des priviléges, 
étudiées ci-dessus, contribuérent aussi a affermir l’autorité de crédit. 
De plus, les membres s’entendaient parfaitement pour estimer leurs 
clients et pour les satisfaire avec sincérité. Ils étaient toujours en 
garde contre d’injustes transactions et contre des infractions, par crainte 
de perdre le crédit acquis. 


C’est la la fonction conservatrice de crédit de la corporation. 
Ill 


Outre la corporation “ Kabunakama’”’, il y eut dans le temps moderne 
ce qu’on appelle l’association des marchands. Ce terme a été employé 
dans deux sens différents: 1° association des marchands de mémes 
objets, forme précurseur de la corporation, ou corporation-non-jurée, 2 
association des diverses corporations. 

Mais en un grand nombre de cas, nous entendons par association la 
seconde, dont les plus représentatives sont l’association des dix corpora- 
tions, et celle des vingt-quatre corporations. 

Dans ce temps-la, une grande quantité de marchandises d’Edo était 
fournie par la ville d’Osaka, et a cause de cela, les marchands en gros 
d’Edo, qui avaient des intéréts de transport maritime égaux, fondérent, 
-_pendant l’ére de Guénroku (1688-1703), l'association des dix corpora- 


tions, qui fut tout de suite reconnue officiellement. 
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Ces dix corporations associées : 


1° la corporation de marchands en gros d’objets laqués 


2° 

3° 

4° 

5° 

6° 

Wie 

ge 

ge 

10° 

Ensuite, 
tions : 

1° 

2° 

3° 

4° 

ae 

6° 

7° 

ge 

ge 

10° 


11° 
12° 
13° 
14° 
. Ld? 
16° 
Le 
18° 
19° 
20° 
21° 
22 
23° 
24° 


Ces deux associations s’aidaient mutuellement au moyen des avaries et 


d’étoffe et de fil 

de mercerie et de ““ futomono ” 
de drogues 

de clous 

d’ouate 

de tissu de jonc 

d’huile 

de papier 

de vin. 


a Osaka, on organisa l’association des vingt-quatre corpora- 


la corporation de marchands en gros d’ouate 
d’huile 

de clous 

d’étoffe de cotton 

de papier (Premier) 

de tissu de jonc 

d’objets laqués 

de papier (Deuxiéme) 

de cotton 


de laminaire, de poudre blanche, de baguette d’encens, de 
véronique aquatique, de “guéta” et de “hanad”’, 


parapluie, et de couleurs 

de mercerie, de friperie, et de paniers 
de faience 

de drogues 

de nattes vertes 

d’épicerie 

de papier 

d’outils de métal, d’étoffes de cotton, et de friperie 
de jus acre et de pierres a aiguiser 
d’outils d’acier et de fil de fer 

de tabac et de toiles a voile 


de poisson séché 

de chaire de bonites séchées et de parapluie 
de cire 

de toiles de cotton et de friperie. 
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s’assuraient des priviléges monopolisatrices. 

On constate qu’au point de vue de leur but et de leurs fonctions, 
ces associations ne différaient pas beaucoup des corporaitens ‘“ Kabu- 
nakama ”, bien qu’elles étaient composées de diverses corporations. 

Outre cela, on avait les corporations “Za” qui fonctionnaient dans 
les capitales des clans féodaux, comme celles d’Okayama, de Matsumaé, 
et de Tanabé de Kishi. Le but et les principes des “Za” étaient a 
peu prés identiques a ceux des corporations ‘ Kabunakama”’. 

Au début du temps moderne, les corporations jurées ou non-jurées 
fonctionnaient déja dans des villes directement surveillées par le gou- 
vernement et aussi dans plusieurs grandes villes, capitales des clans 
féodaux, tandis que pas mal de “Za”, encore organisés comme au 
Moyen-Age, existaient dans d’autres capitales des provinces. La ville 
de Matsuzaka d’Isé, par exemple, ou l'on avait mainte fois supprimé les 
“Za”, en avait néanmoins encore un: le “Za” de V'huile. De méme, 
il en restait plusieurs’a Kitanosho d’Echizén bien qu’on y avait supprimé 
les “Za”. Citons encore quelques autres ‘“ Za” importants: celui du 
poisson a Ko6é6fu, celui des étoffes de cotton a Suruga-Fucht, celui des 
boisseaux a T6t6mi, celui des faiences, du sel, des sardines, de “futomono ” 
des objets laqués, et du tabac 4 Tanabé et a Shingu de Kish, celui 
de la poudre blanche et des graines de cotton 4 Okayama. Ce sont 
des “ Za’? de mémes métiers et plus ou moins locaux. En outre nous 
avions de trés curieux “Za” comme celui des mateurs (a Tsuruga et 
a Nagadka), celui des palefreniers (a Tsuruga), celui des préteurs de 
chevaux (a Tsuruga), celui des poissons (a Odawara), etc. 

Le but, les principes de ces “Za” étaient a peu prés les mémes 


que ceux des corporations ‘““ Kabunakama”’. 
IV 


Le régime de la corporation privilégiée ou non était trés bienfaisant 
pendant la premiére phase de son développement. Premiérement, du 
point de vue de la production, on reconnaitra que les arts de production 
furent transmis, contr6lés et perfectionnés, le fournissement du 


capital fut facilité et l'industrie protégeée et encouragée prospéra. Du 
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point de vue de la circulation de marchandises, on a vu aussi que c'est 
a cause de la corporation privilégiée que les réglements commerciaux 
furent fixés et que le marché a terme, le marché de change et la 
circulation du billet furent rendus possibles. En effet, le marché a 
terme et le marché de billet, par exemple, qui caractérisaient les marchés 
d’ Osaka, ne pouvaient. fonctionner que par ce qu’ils se basaient sur la 
corporation privilégiée. Ainsi, la corporation facilita la circulation des 
marchandises et rendit des services pour la perfection de 1l’organisation 
du marché local de distribution. Enfin, du point de vue de la consoma- 
tion, la corporation privilégiée fut si bienfaisante qu’elle put fixer le 
juste prix, visa a la bonne fabrication et au bon marché, unifia les poids 
et mesures, examina les marchandises, défenda les transactions injustes, 
estima ses clients et fonctionna ainsi pour la conservation du crédit 
des clients. 

Mais, depuis l’ére de Ténméi (1781-1788), la corporation privilégiée 
devenait déja une entrave. Chacun des membres qui formaient la corpo- 
ration privilégiée fut embarrassé dans ses affaires, et les corporations 
s’affaiblissaient les unes aprés les autres. Les producteurs et les distribu- 
teurs étaient tourmentés par le commerce de la corporation. Les 
consommateurs étaient embarrassés par un haussement des prix des 
denrées. Les intéréts de la corporation et du gouvernement devenaient 
incompatibles. 


MONOPOLY AND INFLATION IN CONTEMPORARY 
JAPAN 


MARTIN BRONFENBRENNER 


I 


Most people think of the monopoly and inflation problems as separate 
disturbances of the capitalist order, related (if at all) through the pheno- 


’ 


menon of “profiteering.” But “ profiteering” can of itself affect the price 
level only at the cost of increasing unemployment, which does not 
usually accompany inflationary price movements. For any rise in the 
price of a profiteered commodity must result in reduced demand for 
goods elsewhere in the economy, and reduced demand leads either to 
lowered prices or lowered employment. 

My own belief is that profiteering is a much less important link 
between the monopoly and inflation problems than is alliance btween 
finance and industrial capitalists. This pattern of relationship seldom 
appears so clearly as in contemporary Japan. Its nature can be brought 
out by two secondary theses which I wish to present; (1) Japan is likely 
to achieve price stability under her present regime only by sacrificing 
large segments of her chusho-kigyosha (small business men) the mono- 
polistic elements of her economy. (2) Conversely, Japan is likely to 
develop a thriving class of independent small business men only to the 
accompaniment of repeated inflationary outbursts, unless there is drastic 
reform of her financial institutions. 

When we speak of small business, particularly in Japan, we are 
really lumping together two classes of enterprise which should be kept 
separate for purposes of analysis. One type is largely independent of 
big companies, and may even compete with them. Firms such as these 
we shall call small business proper, and it is this type of enterprise 
which concerns us here. The second type of small business exists 


primarily to supply one or two larger enterprises with raw materials or 
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parts, or to carry out one or two stages in a complicated production 
process, or to furnish larger enterprises with sales outlets. Firms such 
as these, in Japan, are unofficial components of the zaibatsu (financial 
oligarchy), which in turn protects them from the rigors of competition 
for supplies, markets, and credit. What we have to say will not generally 
apply to these unofficial components. 

Japan has had in the past decade two periods of rapid and severe 
inflation, 1945-48 and 1950-52. In each of these, independent small 
business flourished. A whole new class of narikin—in Japanese chess, 
a pawn which has become a queen—developed alongside of those who 
had risen conventionally through the zaibatsu bureaucracy. The narikin 
of 1945-48 rose out of the postwar scarcities and the black markets, 
and the narikin of 1950-52 were concentrated in military procurement 
and other activities relating to the Korean War. 

Japan has had in the same decade two periods of disinflation (or 
deflation, or retarded inflation, depending on which price index one 
follows). The so-called Dodge deflation of 1949-50 was imposed by the 
American Occupation. It was cutting deeply into the ranks of the 
narikin and of the independent chusho-kigyosha when the Korean War 
intervened to reduce the casualty list. Since 1942, a second wave of 
kane-zumari (tight money, credit stringency) has been imposed domestic- 
ally, and threatens to accomplish what the first wave did not. 


II 


It is dangerous to generalize from a decade of historical experience. 
But in the Japanese case it is particularly clear that these developments 
are more than historical accidents. There is a two-fold reason for this. 
(1) Small business men in Japan have little or no liquid real capital, 
and must operate almost entirely on credit. Such savings as they may 
have amassed have been either wiped out by the last inflation, or are 
being kept in goods, land, and buildings as a hedge against the next 
one. (2) The liquid real capital supply of Japan remains under the 
control of the old zaibatsu for their own companies and their own 
purposes, 


MONOPOLY AND INFLATION IN CONTEMPORARY JAPAN 43 


Lacking liquid capital of his own, the. small business man goes to 
a bank to borrow. He goes usually not to a small local bank, but rather 
to a branch office of one of the “Big Eight” or “City Banks” which 
have branches throughout the Empire. Each of the city banks is a 
zaibatsu institution, although all but one operate under the “ neutral” 
names they assumed during the Occupation. In fact, certain of the city 
banks have replaced the honsha (holding companies) as nerve-centers of 
the zaibatsu, after the Occupation dissolved the honsha and left the 
operating companies formally independent of each other. Each of the 
city banks retains primary loyalty to the limited circle of companies 
to which it was formerly affiliated officially through its honsha—the 
Teikoku (formerly Mitsui) Bank to Mitsui companies, the Chiyoda 
(formerly Mitsubishi) Bank to Mitsubishi companies, and so on. Were 
the Occupation succeeded in dissolving zaibatsu operating companies, it 
is not unusual to find a city bank leading the movement to put them 
together again. (Thus, the Chiyoda Bank is believed to have brought 
about the recombination, under the old name, of the four leading campanies 
which emerged when the Mitsubishi Shoji Kaisha, the international- 
trading company of the Mitsubishi zaibatsu, was dissolved.) Credit, too, 
is channelled primarly to the affiliated zaibatsu companies. Is there 
credit left for Tanaka-San and his little machine-shop or fish market ? 
Yes, if he is convenient to the zaibatsu companies as a supplier or a sales 
outlet, if his independence is largely nominal. Not always, if he is 


actually independent. 


III 


A digression: The alliance between the zaibatsu banks and the 
zaibatsu companies affects Tanaka-San’s interests as depositor along with 
his interests as potential depositor. For so much of the banks’ assets 
are tied up in the companies that if, by some unhappy chance, any of 
the major zaibatsu companies should fail, the nation-wide bank which 
supported it might not survive. And if any of the Big Eight should 
fail, the crash might wreck Japan’s banking system as the failure of 
the Wiener Kredit-Anstalt wrecked Western Europe’s banking system in 
1931, or as the failure of the Detroit Bank brought on the American 
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bank holiday two years later. The whole structure of financial and 
commercial activity and prosperity is singulary unstable; its capacity to 
resist even a minor credit contraction is extremely doubtful. In sheer 
self-interest, once so great a proportion of its assets have been com- 
mitted to companies whose own assets in turn consist of bank loans,. 
the zaibatsu banks must support the zaibatsu companies indefinitely, 
regardless of the fate of their other clients. 

The Japanese commercial banking system is chronically “ over-loaned,” 
meaning that the total of the city banks’ loans is greater than the total 
of their deposits. The balancing account is struck by loans made to the 
commercial banks themselves by the nation’s central bank, the Bank of 
Japan. So, when General MacArthur, or Premier Yoshida, or Governor 
Ichimada of the Bank of Japan, decides that inflation has gone far enough, 
pressure is brought on the city banks to prepay part of their loans to 
the Bank of Japan. Being over-loaned, the commercial banks have no 
resources out of which to make these repayments. They must call in part 
of their outstanding loans, refuse renewal of others as they come due, and 
must refrain from making new loans. They’ must, in other words, 
contract credit in order to raise ready cash with which to repay the 
Bank of Japan. But in contracting credit, they must take care not to 
embarrass their big zatbatsu customers, not only because of sentimental 
ties, but because their own solvency is so bound up in the solvency of 
their largest debtors. 

So there is business as usual for the zaibatsu companies and their 
unofficial components, but there is kanezumari for the independent ' 
business man. Because there is credit as usual for the big companies, 
they can operate below capacity and hold their inventories of finished 
goods off the market, while meeting their fixed charges out of new bank 
' loans. Because they can cut production and hold inventories, the price 
level falls only slightly, when it falls at all. As consumer, Tanaka-San 
benefits only slightly from credit stringency. 


IV 


But in his capacity of marginal debtor, far from profiting by tight 
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money, Tanaka-San, the chusho-kigyosha, is always its principal victim. 
He is normally deeply in debt; he often has gambled on secular inflation 
by borrowing more than he really needed while credit was available to 
him, And now a five per cent cutback in credit for the Japanese 
economy means a 25, 50, 100 per cent cut in what is available to him 
at the end of the line. His loans are called, or not renewed. He is 
hit hard. He must liquidate his assets, including his precious hedges 
against the next inflation. Usually he fights back in other way as well. 
These other ways are not always considered ethical by his competitors. 
For it is the Tanaka-Sans of Japan, the independent chusho-kigyosha, 
and not the big zaibatsu companies, who give short weight and skimp 
on quality, who dodge taxes and customs duties, who violate patents 
and trade-marks, who pay starvation wages and skip paydays, who dump 
and smuggle abroad. Tanaka-San is intrinsically no more dishonest 
than his competitor in Boston, Bristol, or Bombay, but his back.is to 
the wall more often ; he is desperate more frequently. Sometimes 
he cannot survive even unethically, and he goes bankrupt. Sometimes 
he kills himself and his whole family, rather than face the disgrace of 
depriving his subordinates of the employment for which they depend 
on him. That too is kave-zumari, with the added influence of bushido, 
the code of the samurai. 

When General MacArthur or Premier Yoshida or Governor Ichimada 
change their minds, the Bank of Japan creates (out of thin air) more 
loans to the commercial banks, and the commercial banks create (out of 
the same thin air) more loans to their customers. For the zaibatsu 
companies and their auxiliaries, it is business as usual, often at an 
expanded rate. There is even credit enough for Tanaka-San, if he has 
survived the kane-zumari. But he still stands, as always, at the end of the 
line. By the time credit is available for Tanaka-San, the price level 
is on its way up, the trade unions are complaining about another rise in 
the cost of living, and the newspapers are worrying about Japan’s exports 


being priced out of world markets. 


This banking system is nothing new. It dates from the 1880's, but 
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it may seem strange that it remained unreformed during the American 
Occupation of 1945-52. Yet there is a simple explanation. The trans- 
planted New Deal reformers who dominated General MacArthur’s 
civilian staff during 1945-48 could not do everything at once. They 
concentrated on what they considered first things first: disarmament, 
political democracy, land reform, social services, civil rights, free trade 
unionism. Before they had time to concentrate on inflation and the 
financial system, the Cold War had begun in Asia. Chiang Kai-shek 
was in difficulties in China, and the 38th Parallel had taken on an 
ominous significance in Korea. The Cold War in Asia subordinated 
long-range economic feform to short-term economic recovery in Japan, 
first to deduce the burden on the American taxpayer and later to help 
supply anti-Communist forces in Asia. By 1949, the New Dealers were 
out of the saddle in the Occupation bureaucracy, and the bankers and 
industrialists were in control. Bankers, in particular, are not. normally 
inclined to harass other banker who are not their competitors, and so 
it was in Japan. Mr. Joseph M. Dodge, the chief architect of the 
Occupation anti-inflation policy of 1949-50, was and is a leading com- 
mercial banker from Detroit, Michigan. In Japan, he cast baleful eyes 
at Government budget deficits, at expansion of the yen note issue, at 
reconstruction loans by public corporations, all in the name of sound 
.finance. But tighter regulation of commercial banks somehow never 
came to pass, even regulation fundamental to the American banking 
system. 


V 


A secondary reason for the Occupation’s laxity was the involvement 
of financial reform in the political conflict between General MacArthur 
as Supreme Commander for the Allied Powers and the Allied Council 
for Japan, which had been set up as MacArthur’s advisor against Mac- 
Arthur’s will. Successive Soviet representatives on the Council, and 
likewise Mr. MacMahon Ball during his tenure as Commonwealth represen- 
tative, brought constant pressure on General MacArthur for financial 


reform. As an unintended result, the demand for financial reform came 
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to symbolize the demand of: the Soviet Union and the Commonwealth, 
through the Allied Council, for a greater share in framing Occupation 
policy, while resistance to reform came to symbolize support for General 
MacArthur and for the United States. Within the Occupation bureaucracy 
itself, any active supporter of throughgoing financial reforms would have 
become by 1948 pearsona non grata to General MacArthur and his top- 
‘level military subordinates. 


VI 


When faced with the choice between a stable price level and a 
prosperous class of small business men, there is little doubt as to the 
road of political expediency for Japan’s three capitalist parties, the 
Government Liberals of Yoshida, the dissident Liberals of Hatoyama, 
and the Progressives of Shigemitsu. An important part of the mass 
base for all these parties, especially in the cities, is the small, independent 
business man, present and aspiring. No capitalist party can afford to 
alienate him. Currently he is, in the main, supporting Premier Yoshida. 
It is significant that the conservative opposition parties, seeking to woo 
small business away from Yoshida, typically propose additional credit 
expansion by the Government, the banks, or both. One proposal, for 
example, would make the Governinent take over the commercial banks’ 
debts to the Bank of Japan, freeing the banks themselves to provide 
more credit to business. 

It will always be easier politically to inflate the currency further 
than to sacrifice small business. More inflation seems in fact to be in 
the offing, particularly if it can be combined with a devaluation which 
will cheapen the yen as against the pound and the dollar in international 
trade, and if military and police pressure on Japan’s divided labor 
movement can keep wage from rising as fast as prices. 

The prospect is not encouraging for any banking reform which 
might combine price stability with crdit to independent small business. 
No such reform could be made congenial to the zaibatsu interests, who 
profit by their present preferential status and who contribute the political 
campaign funds both to the Government and to its right-wing opposition. 
Japanese politicians are no less loath than politicians in other lands to 
bite the hand that feeds them, and it is not surprising to find the 
Government and the conservative opposition parties wedded to the status 
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quo. The left-wing opposition parties are interested in nothing less than 
nationalization of the commercial banking system. As a natural reaction 
against the Occupation period, foreign advice on Japanese domestic finance 
is unwelcome. We can nevertheless speculate on what the Occupation 
should have done during its five years of authority, and outline a four- 
point minimum program for Japanese banking reform which might have 
meant price stability for the consumer without kane-zumari for the 
chushokigyosha. 

1. Each commercial bank should be required to hold a percentage 
of its total deposits in cash or as a reserve with the Bank of Japan. 
The Bank of Japan should be permitted to vary this required reserve 
ratio within wide limits, raising it to tighten credit when inflation 
threatens and lowering it when easy money seems desirable. 

2. No commercial bank should be permitted to lend more than a 
fixed small percentage of its assets to any single borrower, so that its 
solvency can never depend on keeping a small group of debtor companies 
afloat at any cost. ; 

3. A certain percentage of each commercial bank’s loans and 
investments should be earmarked for credit to independent small business, 
suitably defined. The Government (or the Bank of Japan) should 
exercise supervision to insure that those particular chusho-kigyosha who 
receive preferential access to credit are more than parts suppliers or 
selling agents for larger companies. 

4, It would be dangerous to neglect the problem of transition bet- 
ween the existing system and that just suggested. The transition would 
not be easy. There would in fact be serious danger of financial panic 
arising from Japan’s unsound and over-inflated credit structure. If deprived 
of the guaranteed unlimited support of the banks, a number of large 
companies might be expected to collapse. Should they fail, they might 
bring down one or more of the city banks with them, not to mention 
smaller local institutions. If this happens, a panic will be difficult to 
prevent. Machinery for the insurance of bank deposits and the prompt 
payment of depositors’ claims should be set up in advance of any refor 
program. If such marchinery is not present, the operation may seem 
worse than the disease, and the present oligarchic banking system may 
continue by default. 


(University of Wisconsin.) 


